merrill small business 401(k)

Why 401(k)
A 401(k) is a company-sponsored retirement investment plan enacted into law in 1978 that helps working
Americans invest for their retirement through convenient salary deferrals with tax advantages. In fact, 83% of
eligible workers participate in an employer-sponsored retirement plan.1
Virtually any business — even a sole proprietorship — can implement a 401(k).
A 401(k) can benefit your business, you personally and employees if you have them.
It’s a win-win for everyone involved.

Benefits to your business
Tax benefits
• Administrative costs and other plan expenses, along with company contributions,
generally are tax deductible by the business.
• Your business may be eligible for a tax credit of up to $500 for each of the first
three years if this is your first 401(k) plan and you have 100 or fewer employees who
received at least $5,000 in compensation from your business in the preceding year.

Let’s meet Chris
Chris is a small business owner with fewer
than 50 employees. This is the first 401(k)
for the business. He is in the 25% income
tax rate bracket.

• Offering a qualified 401(k) plan as part of a competitive benefits offering, may help
you attract and retain valued employees.

• The business is eligible for a tax credit of up
to $500 each year for the first three years.
• 30 employees participate in the plan.
Their average salary is $45,000 with an
avg. contribution rate of 5%. The business
makes a 4% matching contribution.
• The business is eligible for a tax
deduction of roughly $54,000.

• You generally can also choose when employees are eligible to participate
(i.e. immediately, after 12 months of employment, etc.) and the vesting schedule
(the time frame they need to work for your company before any employer
contributions are considered wholly theirs).

These potential tax benefits may outweigh
any administrative expenses, particularly
when you implement a 401(k) designed
specifically for a small business.

• 401(k) plans for small businesses are more affordable than you might
think — especially when potential tax benefits of the plan outweigh the costs
associated with it. For instance, meet Chris in the example to the right.
Competitive edge

Hypothetical example for illustrative purposes only.
You should consult your tax advisor regarding your
specific situation.
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Benefits to you and your employees
Opportunity to invest in the future
• A 401(k) allows convenient pre-tax salary deferrals, so the money is invested before
individuals have a chance to spend it. A Roth 401(k) feature can be included in the
plan as well, which allows after-tax contributions.

74%

• Employees decide how to invest their money for the future.
• Add to this the power of compounding. Earnings realized on investments — including
interest, dividends, or other returns — may then accumulate additional earnings.

of employers
feel it is their
responsibility to
help employees
by providing
financial wellness
resources.4

• Help your employees today get on the path to financial wellness in the future.
401(k)s offer higher contribution limits2
• Opportunity for each individual (that means you, too!) to contribute up to $19,500
annually — much more than a SIMPLE IRA.
• Individuals age 50 or older can contribute up to an additional $6,500 in
“catch-up” contributions.
• Combined total contributions for each individual account (employee contributions
and any employer contributions) of up to $57,000 or 100% of compensation,
whichever is less ($63,500 limit with catch-up contributions).
401(k) Advantages Over a SIMPLE IRA
401(k)

SIMPLE IRA

2020 contribution limit

$19,500

$13,500

Age 50 and older catch-up amount

$6,500

$3,000

$26,000

$16,500

Maximum individual annual contributions

Over time, this difference can really add up. Let’s meet Sue (see right), the spouse of
Chris, the hypothetical small business owner from the example on the previous page.
Access to your funds
• You may be able to take out a loan against your 401(k) account or withdraw funds
before retirement age to satisfy an immediate and/or financial need.3

Let’s meet Sue
Sue is 35 years old and her annual salary is
$45,000. She has no retirement savings to
date, but is eager to get started.
Retirement
savings at age 65
$1,640,499

$19,500
contribution per year
to 401(k)

Retirement
savings at age 65
$1,135,730

$13,500
contribution per year
to SIMPLE IRA

Sue would receive roughly $504,769 more
from her 401(k) than if she contributed
the maximum amount to a SIMPLE IRA.
And this doesn’t even take into
consideration a plan match!5

Roughly 8 in 10 employees anticipate retirement income
coming from an employer-sponsored retirement plan.
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The next step is easy
A 401(k) may be within your reach with the Merrill Small Business 401(k). It is a streamlined, affordable and
convenient 401(k) solution designed with small business in mind. For more information or to get started today,
go to www.merrilledge.com/401k or call a PAi 401(k) Consultant at 866.890.4177.
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